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Abstract

This paper compares the dynamism of the Latin Acaarand Caribbean
region’s services trade with that of Asia, evalsatee determinants of
these trade flows, and proposes measures for ifngrdte region’s
performance. The focus of this study is on “othervises”, which
includes all services except transport and traamfices (mainly tourism).
“Other services” include many modern service inpyiscluding
communications, financial and information technglogervices and
business services), that play an increasingly ralalin determining many
businesses’ levels of competitiveness and prodtyctilzatin America
exports of “other services” grew by less than tifahe world and Asian
averages between 1985 and 2005. As a result, #ne shLatin America
and the Caribbean in world’s “other services” tratiminished from
between 1995 and 2005, although the performandesvgreatly among
subregions, with Argentina, Brazil, Costa Rica &twhduras being the
most successful. The region’s lack of dynamismtivelao that of China
and India is also reflected in the drop of theargi share in imports of
the United States and European Union.

Three key determinants are analyzed to understandegion’s
poor performance: national regulatory systems, mumeapital, and
information and communication technologies (ICT)e incidence of
regulation contributes little to the understandaighe differences in
export performance, as services in countries imLAmerica and the
Caribbean tend to be less heavily regulated thasethin Asia.
Together with the privatization of many state emptises, Latin
America attracted larger inflows of foreign capiée a share of GDP
between 1995 and 2004. However, most of this itmeat was
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motivated by serving local markets rather thantiomgaan export base of services. The quality and
cost of human capital provide a better explanatibthe superior Asian performance. China, India
and the ASEAN countries have an advantage oven lfatierica and the Caribbean because they
have a large number of highly skilled workers (irthg information technology experts) who are
paid competitive salaries. Another factor favorthg Asian countries is that workers have a good
grasp of mathematics, an area where the regionféadsehind. Third, although the quality of the
ICT infrastructure is comparable between the twpams, the cost seems somewhat higher in Latin
America and the Caribbean. One factor that raisestst of access to ICTs in the region is that,
by contrast with Asia, only a few countries arensigries to the WTO Information Technology
Agreement.

To boost trade in these services in the regior) pbablic and private sectors need to make
an effort to produce better-quality, competitivelisiced services. These efforts should target the
main obstacles to the sector's development. Fasiyreater liberalization of services trade,
combined with increased mutual recognition and gahdconvergence of different countries’
regulatory frameworks. The timid approach takelilteralization in WTO, subregional agreements
(Mercosur and Andean Community), and the bilatagaeements with countries outside the region
has done no more than maintain the regulatory stawo without achieving any genuine
liberalization of trade in services. Second, upgragdhuman capital is probably the most important
task for Latin America and the Caribbean. The pubahd private sectors should work together to
establish ICT university courses and training paogmes, especially for small and medium-sized
enterprises. Third, an important step in opening aggess to modern technologies such as
telecommunications is to improve regulatory and petition policy with a view to stimulating
investment and ensuring that high-quality servexesprovided at the lowest possible cost. Greater
broadband Internet penetration makes it easier dib more complex electronic services
internationally. Broadband access can also boostpaaies’ competitiveness and productivity.
Another measure to encourage service exports iktyjgartification that enhances international
credibility for service delivery.
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Introduction

The growing importance of services in the econoemgployment and
trade is a trend common to both advanced and d@rgla@ountries.

Services are essential inputs for many activities, play a crucial role in
increasing economic growth and productivity by ioying financial

intermediation, infrastructure, the use of inforimatand communication
technologies (ICT), education, health and the Stgiparatus. They
currently represent approximately two thirds ofghess domestic product
(GDP) of rich countries, and close to half thatdef/eloping countries,
even though a clear difference exists between ypest of services
prevailing in each group. In terms of employmehg tervices sector
accounts for 70% of workers in developed counthbasonly one third of
workers in emerging economies. Latin America arel @aribbean are
positioned between the two groups. Cross-bordeletia services has
tripled since 1990, while foreign direct investmems quadrupled.
Emerging economies have expanded their servicertsx@d a rate
exceeding that of developed countries (UNCTAD, 2Q005).

Business services play a strategic role in the alvarena of
services. They are becoming increasingly knowlddtensive (for
example, advisory services, services related trindtion technology,
engineering services and research and developresantes), and have
become strategic inputs that increase the prodtyctivand
competitiveness of businesses. Moreover, thankslt@ances in ICT,
firms can now outsource many services to suppbéfiering the best
price-quality ratio, anywhere in the world. Thisopess has played a
key role in the explosive growth of trade in seegicprovided to
businesses, as well as the internationalization sath trade.
Developing countries such as India and China, elsas
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certain nuclei in Latin America, have shown a sfyoapacity to attract a considerable share of this
dynamic component of global trade.

This study will compare the trends of trade in &s¥ (save for transportation and travel) in
Latin America and the Caribbean, China, Hong Kompgctal Administrative Region of China,
India and the countries that comprise the Assamiabf Southeast Asian Nations (ASEAN). It will
also assess the main determining factors of suatiefrand propose measures to improve
international insertion in this sector. To that etitk dynamics of service exports over the last
decade will be examined. The relative diversifioatof service exports will also be analysed and
compared to the pattern of concentration found orarraditional services (transportation and
tourism). The varying performance of the countdéthe region in this field will then be examined
—particularly with regard to the factors that hawiuenced trends in service exports, the progress
made by regional and bilateral trade and investnagreements and the differing levels of
regulation to which the sector has been subjeé&igdlly, policies will be proposed to improve the
region’s performance in terms of service exports.

These questions will be addressed in four sectibhs.first section deals with the strategic
role of services, and sets forth the main trendgldtal trade. The second section compares the
performance of the region in terms of trade in imewwith that of a group of Asian countries, both
at a global level and in the main markets of thetedhStates and the European Union. It also
discusses the success of certain Latin Americamsmiaionals in this sector. The third section
analyses certain factors that play a determinidg o export performance, taking into account
issues such as regulation, human capital and thgrgss achieved by countries in the field of
information and communication technologies. Thertfousection analyses policies that may
improve the region’s competitiveness in this redaycharmonizing regulatory frameworks among
countries. This would be accomplished by estabiightrade agreements, improving workforce
quality and increasing the adoption of cutting-etigdhnologies.

This study covers all market servicegshwhe exception of transportation and tradv&he
annex at the end of this paper contains a listeofass based on balance of payments and World
Trade Organisation (WTO) classifications. This papél address not only auditing, computer,
engineering and legal services provided to compariat also construction, financial, insurance
and communication services. Transportation andetrdnave been excluded for a variety of
reasons. The term “services” will hereinafter be understdodapply to all services, except for
transportation and travel.

The following two minor categories were also ereld: (i) personal, cultural and recreational sew;gii) government services.
Firstly, travel and transportation services areallg provided directly to consumers, whereas ottmwices are sold mainly to
businesses. Since some of the determining factosemices provided to consumers differ from thoffered to companies, a
decision was made to focus on a single categomorily, while the literature on transportation dralel services is relatively
abundant, trade in other services, which has becomeasingly relevant in recent years, has nonbesdensively studied
—patrticularly in Latin America and the Caribbean-rdaleserves closer attention.

8
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|. The Strategic Role of Services

A. Theoretical Arguments

One common feature of most services is interattiiween suppliers and
businesses, with the general objective of incrgattie productivity and

competitiveness of the latter. This is true of kisage-intensive services
—advisory, auditing, computer, engineering, and eassh and

development services, among others— as well as tigch make

intensive use of unskilled labour, such as cleardng security. As

production inputs, services are key to increasiompetitiveness and
productivity in an increasingly globalized world.

The services sector has displayed one of the Higiresvth
levels of any sector in advanced economies anct tnadmarily as a
result of two phenomena (Kox and Rubalcaba, 2607he first is the
imperative to lower costs by delegating auxilisagks to third parties.
By outsourcing such activities to service providezempanies can
focus their resources on their core business. Areased supply of
services also enables companies to achieve a greagree of
specialisation. This, in turn, reflects a “simphaiift whereby services
move from one sector to another without underga@ng change in
their nature. The second phenomenon is the abdityservice
providers to sell services that are different —siguein quality or
more specialised— from those which the purchasioghpanies
produced for themselves. This includes new sesvi Consequently,

3 Such services account for half the growth of elyiplent in the European Union since 1995.

9
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outsourcing grants companies access to inputs editgr quality than those they could have
produced on their own. Services thus acquire desfi@role, as they lead to the development of
other sectors, both industrial and tertiary, artdaat foreign investment. Several studies of the
European Union suggest that the second phenomenomrie relevant than the first in terms of
explaining the massive expansion of this sector.

Another productive feature of services —particyldowledge-intensive ones— is the key
role they play in innovation in other sectors aational innovation systems (Kox, 2002; Miroudot,
2006). This occurs through three channels. Firtiigrmation-technology and engineering firms
tend to develop technological innovations. Secandigrvice companies offer their clients
managerial or entrepreneurial innovations that matybe strictly technological in nature. Finally,
the interaction between companies that have redéivevative techniques helps disseminate best
practices.

The internationalization of services is gaining artance as a result of trends supply and
demand. From a demand perspective, a growing nuafldmrsinesses are outsourcing or procuring
their services abroad, attracted by competitiveaathges. This practice, coupled with the
transferral of certain internal company servicesersgas, is known as “off-shoring” (or
“nearshoring”, when services are transferred tearlny country). Companies require such services
to improve the quality of their products and praess sell their products abroad and coordinate the
activities (inventories) of their branches in diffat countries, among other reasons. This trend,
which is a basic feature of the globalisation obremmies, has its origins in advances in
information and communication technologies, straogpetitive pressures to reduce costs and
improve productivity and increased liberalisatiofi toade in the aforementioned services.
Technological advances have reduced transportatigis, as well as the cost of disseminating
information and ideas, leading businesses to toamstheir processes and production structures.
ICT has made it possible to digitalize many aspetyroduction, and has simplified the provision
of services over long distances. Services havelibueme increasingly tradable, and the feasibility
of outsourcing them or procuring them overseasgnaan immensely. During the late 1980s and
early 1990s, services shifted toward the clienttipaarly back office operations); in later years,
however, they expanded to include professionalicesy software development, financial services
and other activities that make intensive use of dnurnapital (Mashayekhi, 2005). Off-shoring
introduced a new form of entrepreneurial organimaknown as “extended organization”, in which
the parent company maintains strict control of isexy transferred abroad. Free trade agreements
have also made it possible to exchange informatisaal time (Aron and Singh, 2005).

Another phenomenon which has become more releweanttbe last few years is insourcing,
which involves the participation of sub-contractémgo their client companies. It differs from
outsourcing in that the sub-contractor intervemethé operations of the client company to redesign
its productive and logistical processes. Unitedc®agervice (UPS), one of the world’s leading
companies in this field, has developed systemghermanagement of the entire supply chain of
many of its client companies (Friedman, 2005).

Services have also become internationalized frosapply standpoint. In other words, the
companies offering them are operating in more amdentocations around the world. Product
differentiation based on point of sale and custean@mted services are key success factors in the
successful globalisation of services. This is maakesible by the exchange of personal knowledge,
or through information and communication technasgilnternationalisation can be achieved by
means of 3 models (Toivonen, 2004): (i) the “evioludiry model”, in which companies begin by
increasing their local market share, and then déxpeir services, often by following their national
clients overseas; (ii) the “born global model”, which companies offer products to clients in
different countries from the very outset, relying mtensive use of ICT; and (iii) the “think

10
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globally, act locally” model, in which companiesesate mainly in the local market but provide
services to branches of foreign clients or natiofiahs that are active in many countries.
Companies in this category are often part of irdéamal networks made up of similar firms in
other countries.

B. Trends

While the global trade in “other services” (tota&ndces minus transportation and travel)
seems to grow faster than trade in goods, it fcdif to accurately measure its volume, given the
lack of complete statistics in most countries. Bhéy data available are estimates of cross-border
trade based on the balance of payments. Such imadkves services that cross national borders
while their providers and consumers do not. Intéomal phone calls and telemedicine are
examples of this phenomenon. It is often the dagaever, that no record is kept of operations in
which a provider or client travels to provide oce&e a service. In other words, many services
require the physical presence of both parties,afwehom must necessarily cross a border (see box
1 and figure 1).

BOX 1
SOURCES OF DATA ON INTERNATIONAL TRADE IN SERVICES

The main difference between services and goods lies in the immediacy of the relationship between supplier and consumer.
Many services are “non-transportable”, and cannot be exported like goods; the consumer must go to the supplier, or the
supplier must go to the consumer. To reflect this type of trade, the Manual on Statistics of International Trade in Services
extends the definition of international trade in services to include the value of services provided through foreign affiliates
established abroad.? Services are also provided by individuals located abroad, either as service suppliers themselves or
employed by service suppliers. While a large part of this type of trade in services is covered by the balance of payments, the
remainder requires additional information, as it would include transactions among residents. The Manual describes four
modes through which services may be supplied:

Mode 1, or cross-border supply, takes place when both the consumer and the provider of a service remain in their
respective countries, while the service crosses the border. The delivery of the service can be effected by telephone, fax,
Internet, mail or courier, among other means. It is similar to the traditional notion of trade in goods. Freight transport
services, correspondence courses and telediagnosis are examples of this type of trade in services.

Mode 2, or consumption abroad, takes place when a consumer moves outside his or her home territory and
consumes services in another country. Overseas tourism is one example of this phenomenon.

Mode 3, or commercial presence, entails close contact with the consumer in his or her home territory in the various
stages of production and delivery, as well as after delivery. Medical services provided by a foreign-owned hospital, courses
in a foreign-owned school and services provided by a domestic branch or subsidiary of a foreign bank are examples of
supplies through commercial presence.

Mode 4, or presence of natural persons, occurs when an individual has moved into the territory of the consumer to
provide a service, whether on his or her own behalf or on behalf of his or her employer. This type of supply applies to two
areas: trade in services in the Balance of Payments Manual sense (e.g., financial auditing services by an auditor sent by a
foreign firm or provision of entertainment services by a professional who is temporarily in the host country), and
employment, meaning physical presence of persons in the receiving country on a “non-permanent” basis. Short-term
employment of foreign doctors or teachers, intra-corporate staff transfers, the presence of foreign staff in foreign affiliates or
the employment of construction workers or paid domestic helpers are some examples.

This study employs data recorded in the balance of payments, and adheres to the extended definition of services.
The main service categories are as follows: transportation, travel, communication services, construction services, insurance
services, financial services, computer and information services, royalties and license fees, other business services,
personal, cultural and recreational services and government services. During recent years, the countries of the region have
improved the breakdown of their service trade in accordance with the fifth edition of the Balance of Payments Manual. These
data cover trade in modes 1 and 2, and partially cover trade arising from the temporary movement of persons (mode 4).

More efforts are needed, however, to collect data on trade in services through commercial presence. Other sources
cited in this paper include national data and data obtained from the World Trade Organization and the Organisation for
Economic Co-operation and Development (OECD). These sources help shed light on certain issues involving the trading
partners of industrialized economies in the international service trade. This makes it possible to assess the participation of
Latin America and the Caribbean in the trade of those economies. The Investment Map database of the International Trade
Centre was also used, as were other sources related to foreign direct investment, in order to study international trade in
services from the standpoint of commercial presence.

Source: Economic Commission for Latin America and the Caribbean (ECLAC).

&  This extended definition of international trade in services conforms with the 1993 System of National Accounts (SNA),
as well as the fifth edition of the Balance of Payments Manual published by the International Monetary Fund. Its conceptual
and methodological aspects are explained in United Nations (2002).

11
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FIGURE 1
GLOBAL EXPORTS OF GOODS AND SERVICES, 1985-2006

A) Goods and services: growth (1985=100) and share
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Source: World Bank, World Development Indicators and International
Monetary Fund (IMF), “Balance of Payments Statistics (BOP) database”
[online] http://mww.imfstatistics.org/bop/.

Note: “Other services” refers to total services less transportation and travel.

12



CEPAL - Serie Comercio internacionat B4 Trade in services in Latin America and the klzean: ...

Available data show that, as a result of the abalebal cross-border trade in “other
services” has expanded at a faster rate than thather goods and services over the past two
decades (see figure 2). Its share of the globdktia goods and services has increased by three
percentage points, reaching 9.0% in 2006. Betw&85 And 1995, exports of such services on the
part of developing countries grew faster than thafsedvanced countries, although this trend was
surprisingly reversed during the following decaDeveloping countries lost two percentage points
of their share in global trade between 1995 and200

FIGURE 2
STRUCTURE OF GLOBAL TRADE IN SERVICES, 1995-2005

A) Structure of services (world)
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B) Structure of “other services” (exports of the oecd countries, 2005)

Other business services

Trade-related

Legal, auditing

Research and development

Other services

Engineering

Leasing

Advertising

Agriculture and mining

10 12 14

Source: International Monetary Fund (IMF), “Balance of Payments Statistics (BOP)
database” [online] http://www.imfstatistics.org/bop/; Organisation for Economic Co-
operation and Development (OECD), OECD Statistics on International Trade in
Services, Detailed Tables by Service Category.

Note: Transportation, travel, personal and government services have been
excluded.

13



CEPAL - Serie Comercio internaciona? B4 Trade in services in Latin America and the klzean: ...

The structure of the global trade in services chdngpnsiderably between 1995 and 2005,
shifting toward computer and information-technolagrvices, as well as financial services (see
figure 2). Available data on the seven main catiegoshow that “other services” represent half of
worldwide trade in those services. In the “othewises” category, services related to commerce
(buying and selling), legal services and reseanthdevelopment deserve special attention.

Service exports from developing countries represt3% of trade in that sector. Three
fourths of this percentage are attributable to allsgioup of 15 countries. Developing countries in
Asia have achieved a considerable increase in 8tgire of world trade, from 9% in 1995 to
around 17% in 2005. Latin America and the Caribbegort only 1.8% of services worldwide.

4 It has only been in recent years that breakdovirteeocategory of “other services” in most of thvanced countries have been
published; such services represent two thirds@fttimbined exports of OECD countries.

14
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ll. Export Trends: A Comparison
Between Latin America and the
Caribbean and East Asia

A. Export growth

The growth rate of service exports from Latin Aroarand the Caribbean
between 1985 and 2005 was lower than that of Asihtlae world as a
whole. Over the course of those two decades, seexiports increased by
a factor 4.5 in Latin America and the Caribbeag, Wworldwide, 8 in
ASEAN countries and the Hong Kong Special Administe Region
(SAR) of China, 14 in India and 24 in China. Congzyly, the Latin
American and Caribbean share of the world servadetfell as that of
Asia rose. The growth rate of the “other serviastégory surpassed that
of transportation and travel in the two regions &mel world at large.
Different growth rates led to a profound changehe share of trade
captured by those three categories. Transactiotiseirfother services”
category, which are the focus of this study, ineedaconsiderably
throughout the world. While the trade in this tydeservices increased in
Latin America and the Caribbean, particularly betw&985 and 1995, its
dynamism continued to lag far behind Asia and tbddhas a whole.

In Latin America, diverging growth trends amongviss export
categories are reflected in their respective ratesrade and GDP
(Figure 3). From the 1990s onwards, total servigorts expanded
at lower rates than goods exports, causing itsigieation in total
exports to fall. The high growth rate of nomigalod exports in the

15
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2000s reflects in large part the fast rising prioEsommodities, particularly oil, gas and minerals
Nevertheless, as services exports grew faster @i its relative share increased. Trends in the
subset of “other services” were somewhat differemtept for the period after 2000, the exports of
“other services” increased faster than the regjaafds and services exports. As a consequence,
both its share in total exports and GDP increaseaddy. However, this trend was reversed after
2000.

FIGURE 3
LATIN AMERICA AND THE CARIBBEAN: SERVICES EXPORTS A S SHARE
OF TOTAL EXPORTS AND SHARE OF GDP (IN %), 1980-2005
Total services “Other services”
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Source: World Bank, World Development Indicators.

The regional average also hides large differenoesng sub-regions and countries in terms
of the importance of services trade in GDP (FigdyeThe Caribbean is by far the sub-region
where services exports play the important rolepaocting for more than 25% of GDP. Services
exports also expanded substantially their sha@DP in Central America.

FIGURE 4
LATIN AMERICA AND THE CARIBBEAN: SERVICES EXPORTS A S SHARE OF GDP, 1995-2005
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Source: FMI, Estadisticas de balanza de pagos.

The lesser dynamism of Latin America between 198% 2005 conceals a great deal of
intraregional diversity (Camino, 2003 and 2005; Wea-Dias and others, 2003). Guatemala, Chile
and Costa Rica displayed the highest growth ratesérvices in general, while the Bolivarian
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Republic of Venezuela, Colombia and Ecuador poshed lowest rates in this category. The
greatest expansion in transportation services pbate in Panama and Chile. The latter became the
chief exporter of such services in the region. $tnengest growth in tourism services was recorded
in Guatemala, Brazil and Cuba, with annual ratezeding 20%. Finally, Brazil, Argentina and
Costa Rica posted the highest growth rates in ¢kteet services” category. This category captured
its largest share of overall exports in 2005 inagaay, Brazil and Argentina (see table 1).

TABLE 1
SERVICE EXPORTS, 1985-2005: LEVELS, COMPOSITION AND ANNUAL GROWTH RATES
1985 2005 Average annual growth rate
Millions (Cgrr:’e?r?tsall"zg) Millions (ngsgf;tlzz) Transpor-
of Trans| orp . of Trans| of . Total tatiopn Travel  Other
dollars spor- Travel  Other dollars SPO™™ Travel  Other
tation tation
Latin America and the Caribbean
Total 16 514 33 49 19 74152 22 52 26 7 5 8 9
Andean 2504 39 37 24 6834 29 52 19 5 3 7 4
Community
Bolivia 87 42 36 22 437 30 49 21 8 7 10 8
Colombia 863 43 25 31 2388 31 48 22 5 3 9 3
Ecuador 321 39 42 18 940 36 50 14 6 5 6 4
Peru 615 37 32 31 1926 22 60 18 6 3 9 3
Venezuela 709 34 55 11 1144 32 50 17 2 2 2 5
(Bol. Rep.of)
Central
American 613 27 33 40 5512 15 64 21 12 8 15 8
Common
Market
Costa Rica 257 21 47 31 2393 11 65 24 12 8 14 10
El Salvador 175 29 21 50 1070 33 46 21 9 10 14 5
Guatemala 56 14 22 64 1100 8 74 18 16 13 23 9
Honduras 88 48 27 24 687 11 66 24 11 3 16 11
Nicaragua 37 26 28 46 261 12 77 12 10 6 16 3
MERCOSUR 3988 59 22 20 20708 22 32 46 9 3 11 13
Argentina 1524 56 32 12 5626 22 44 34 7 2 9 12
Brazil 1928 73 3 24 13258 21 27 52 10 4 22 14
Paraguay 177 3 57 40 607 15 12 73 6 16 2 10
Uruguay 360 21 62 17 1217 34 45 22 6 9 5 8
Mexico 4456 13 70 17 15035 10 75 14 6 5 7 6
CARICOM 2727 13 76 10 8 748 12 69 19 6 5 5 9
Other. 2137 44 36 22 17315 42 40 17 9 9 10 8
countries
Chile 638 42 18 40 6528 58 18 24 12 14 12 9
Cuba 4245 45 20
Panama 960 67 21 13 2905 57 25 19 6 5 7 8
R'Z;m'"'ca” 538 6 76 18 3637 3 92 5 10 7 11 4
Asia (selected countries)
China 2854 45 33 22 67983 20 40 39 17 13 18 21
Si;"g Kong 7420 42 25 33 58638 31 16 52 11 9 9 13
India 3201 16 26 59 45803 11 13 76 14 12 10 16
ASEAN 11 427 23 39 38 92081 32 34 42 11 13 10 12
World 400 33 30 37 2420 23 28 48 10 8 9 11

Source: International Monetary Fund (IMF), “Balance of Payments Statistics (BOP) database” [online] http://www.imfsta
tistic s.org/bop/.
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This intraregional diversity led to significantsifsh in the shares of each country and
subregion in the service trade between 1985 an8.20Mile Mexico remains the region’s largest
exporter, its share dropped by seven percentagrspdiiring the period in question (see figure 5).
The Caribbean Community (CARICOM) and the Andeam@uinity also lost ground. Conversely,
service exports from “other countries” (particwa@hile) and Brazil increased considerably. The
good performance of Brazil can be attributed matolyts buoyancy in the “other services” sub-
category, where its share rose from 15% to 38%. Aindean Community and Mexico were the
biggest losers in this regard. The latter main@iite position only thanks to the good performance
of its tourism services sector.

FIGURE 5
LATIN AMERICAN SERVICE EXPORTS BY COUNTRY OR SUBREG ION, 1985-2005
(Percentages)
a) Structure of total services: latin america and the caribbean
by country/region
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Source: International Monetary Fund (IMF), “Balance of Payments
Statistics (BOP) database” [online] http://www.imfstatistics.org/bop/.

Note: “Other countries” refers to Chile, Panama and the
Dominican Republic; “other services” refers to all services except
for transportation and travel.
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B. Participation in the global trade in “other serv ices”

The rest of this study will focus exclusively orethother services” category, also referred to
simply as “services”. This category includes allvigmes except for transportation and travel.
Growth of service exports in Latin America and tBaribbean has lagged behind the world
average, with the region’s share of this sectopplig from 2.4% to 1.8% between 1995 and 2005.
The picture in Asia is mixed; while the ASEAN cores and the Hong Kong Special
Administrative Region (SAR) of China suffered a mlia their share, the buoyancy of China and
India led to an increase (see figure 6). Theseadviarsults conceal a great deal of diversity among
subsectors. While the share of Latin America anel @aribbean in the communication and
insurance markets fell sharply, it remained abdwat df Asia. The only category where growth
occurred was “other business services” (see anh@akn warrants special attention, as its share of
the global computer services market reached 1420@%. This goes a long way toward explaining
its superior overall position in the “other sengtdrade. The countries of ASEAN lost overall
market share, although their share of the commtinitmand construction sectors improved.

FIGURE 6

PARTICIPATION OF LATIN AMERICA AND THE CARIBBEAN AN D THEIR ASIAN COMPETITORS IN THE
GLOBAL TRADE IN “OTHER SERVICES”, 1995-2005
(Percentages)
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Figure 6 (conclusion)
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Source: International Monetary Fund (IMF), “Balance of Payments Statistics (BOP) database” [online] http://www.imfstatistic
s.org/bop/.

Note: Percentages in parenthesis refer to each category’s share in total “other services” trade as of 2005. “Other services”
are all services except transport and travel.

Latin America and the Caribbean succeeded in maintatheir modest share of the global
computer services market, which was the categay @¢rkperienced the highest amount of growth
over the past decade (see box 2). The relativelyelaolume of exports generated by Brazil,
Argentina and Mexico should also be noted. When maergial performance is analysed as a
percentage of overall sales, however, the leaddruguay, followed by Argentina.
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BOX 2

LATIN AMERICAN SOFTWARE-RELATED SERVICE EXPORTS

The software-related service trade is an important component of computer and information services, and constitutes one of
the most dynamic service categories. While its growth in the region has been low compared to that of India, Latin America
and the Caribbean saw their share of world software sales increase from 1.9% to 2.7% between 2001 and 2005. Sales may
reach 5% in a few short years. While Uruguay, Chile and Brazil are the largest producers of such services in relative terms
(as a percentage of GDP), Uruguay and Argentina have produced the largest share of exports in terms of sales (see table).
This is undoubtedly attributable to the fact that these two countries, together with Costa Rica, also lead the region in terms
of human capital.

Software-related service sales and exports, 2004

(minionsS 2Ifedsollars) (miIIiorI1EsX g?gzllars) SEIEEEDIP SRS
Argentina 1173 192 0.77 16.3
Brazil 8213 314 1.36 3.8
Chile 1385 69 1.46 5.0
Colombia 3402 10° 0.35 3.0
Ecuador 90 11 0.28 11.9
Mexico 2871 125 0.42 4.4
Uruguay 226 89 1.70 39.3
Total 14 298 809 0.85 5.7

Source: P. Bastos Tigre and F. Silveira Marques, “A induUstria de software e servigos na América Latina: uma visdo de
conjunto”, Santiago, Chile, 2007, unpublished.

& Does not include local service firms. Estimate based on the sales of 561 companies: 542 local software

manufacturers (sales of 150 million dollars) and 19 transnationals (sales of 190 million dollars).

b Exports from 542 local software manufacturers.

Over half the region’s sales and exports proceed from the Latin American subsidiaries of only nine extraregional
transnationals. These companies can be divided into three categories, depending on the type of strategy they employ. The
first group of companies supplies services —particularly outsourcing— to other multinationals active in the region. The main
firms in this category are EDS and Accenture, of the United States, and Tata Consultancy Services, of India. The second
group is made up of equipment, software and service providers engaged in activities such as business process outsourcing
(IBM, Unisys and HP). This is undoubtedly the most important group in the region in terms of sales and employment. The
third group is involved in the provision of licenses, including enterprise resource planning licenses (Microsoft, Oracle and
SAP).

It should be noted that, over the past few years, several computer manufacturers in the region have successfully
morphed into software-related service providers. IBM in Argentina is one example of this phenomenon. In 2001, at a cost of
50 million dollars, the company transformed a printer factory into the best-equipped “technology campus” in Latin America.
This transformation made IBM in Argentina a leading high-value-service supply centre, capable of competing on equal terms
with centres in Brazil, China and India. Since 2002, the company has hired over 500 professionals per year for a variety of
services. It currently employs 5,300 workers, and continues to expand.

Source: P. Bastos Tigre and F. Silveira Marques, “A indUstria de software e servicos na América Latina: uma visdo de
conjunto,” document prepared for the Project @LIS, Santiago, Chile, Economic Commission for Latin America and the
Caribbean (ECLAC), 2007, unpublished; and G. Anllé, G. Lugones and F. Peirano, “La innovacién en la Argentina post-
devaluacién, antecedentes previos y tendencias a futuro”, Buenos Aires, ECLAC office in Buenos Aires, 2007, unpublished.

Service imports in Latin America and the Caribbegaw at a higher rate than exports
between 1995 and 2005, leading to an increaseditdiefithe balance of services. While a similar
trend has been observed in ASEAN countries, thesipis true in the other three Asian countries
(see figure 7).
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FIGURE 7
BALANCE OF TRADE IN “OTHER SERVICES” AS A PERCENTAG E OF GDP, 1995-2005
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Source: International Monetary Fund (IMF), “Balance of Payments Statistics (BOP) database” [online] http://www.imfstatistic
s.org/bop/.

Note: “Other services” are all services except transport and travel.

C. Share of imports to the United States and the Eu  ropean Union

Another way to compare trends in exports in the tegions is to analyse their share of service
imports to the United States and the European Urlibese two markets represent almost 60% of
world services imports, and more detailed stasticoken down by category and trading partner,
are available for their study.

In the case of the United States, the share ofcgrimported from the Latin American and
Asian countries studied was 3% in 2005; signifiagdifferences exist, however, both between sub-
categories and in terms of trends (BEA, 200While Latin America and the Caribbean enjoy a
strong position with regard to communication, camngion and, to a lesser degree, financial
services, the participation of Asian countries @mputer services is relatively high (see figure 8).
Mexico is by far the largest Latin American exporfellowed by Brazil and the Caribbean.

°  The bilateral service trade data of the BureaEasnomic Analysis are incomplete, as they excluddet flows between parent
companies headqguartered in the United States adbottanches abroad and between American subsdiarid their foreign parent
companies.
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FIGURE 8
PARTICIPATION OF LATIN AMERICA AND THE CARIBBEAN AN D EAST ASIA IN SERVICE IMPORTS TO
THE EUROPEAN UNION AND THE UNITED STATES, 2005
A) Imports to the United States
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Source: Bureau of Economic Analysis of the United States and Statistical Office of the European Communities
(EUROSTAT).

Note: “Other services” are all services except transport and travel.

Between 1995 and 2005, exports from India and Chinghe United States grew more
rapidly than exports from Latin America —with theception of the Caribbean— and the ASEAN
countries. This is surprising, given the proximatfyLatin America to the United States. The good
performance of the Caribbean is partly attributableffshore financial centres. During the period
in question, imports to the United States from dénulicreased by a factor of 24, whereas imports
from Latin America and the Caribbean merely doulffeagman, 2006). As of 2005, Indian exports
were equivalent to over half of Latin American a@dribbean exports. The share of the region
—particularly Mexico— in United States service imigo has, in fact, declined. When
transportation and tourism are factored in, howether volume of Latin American exports is still
seven times larger than that of China and Indialioed.
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One World Bank study (Freund, 2006) shows thatdrdis effectively displaced the region
in terms of trade in four types of services: reskasind development, legal services, industrial
engineering and other services. The same canrssibiehowever, of the other categofies.

The share of imports to the European Union froninLAmerica and the Caribbean in 2005
was much lower than that of the sub-group of Asianntries. The only categories in which this
percentage exceeded 1% were construction and coitation services, while the share of the
Asian countries studied surpassed that figure nmat every instance. It should be noted that the
respective shares of China and India were largam those of ASEAN countries. The European
Union lacks detailed bilateral time-series datahwithich to study possible changes in the
performance of both regions.

D. Regional diversity

The regional average conceals a great deal of siiyein terms of the position and trends of
subregions and countries. While average servicerex@s a percentage of GDP amount to only
1%, their relative importance is much greater far Caribbean, whereas Mexico saw them drop to
0.3% in 2005 (see figure 9). The dynamism of Bramill the rest of the Southern Common Market
(MERCOSUR) deserves special attention. The balafideade in services is negative in almost
every country except for Central America, Argentikauguay, Paraguay and the Caribbé&an.
larger deficit does not necessarily imply weaknéssyever; it may suggest an increased use of
external services as a means of improving the cttivemess of the rest of the economy,
particularly with regard to the export of goods.

Two other indicators also display a significant megof diversity. Firstly, the diversification
of exports within the overall context of servicdays an important role in evaluating the efforts of
countries to penetrate other niches that hold pernm terms of learning, productivity and reducing
exposure to crises in specific markets. The prageeshieved by Argentina, Uruguay and the
Caribbean in this regard deserves special notieeorglly, intrasectoral trade reflects the degree to
which a country participates in international netkgothat encourage the differentiation of
services, increase productivity and generate ecw®wf scale with regard to production. The
greatest achievers in this area are Brazil anddbeof MERCOSUR, which possess the highest
percentage of intrasectoral trade. While there aggpto be a marked correlation between the two
variables —the most diversified countries are alsumse which have increased their intrasectoral
trade, or vice-versa— the exact causes of this qgnenon are unknown. The performance of
Argentina, Brazil, the Caribbean, Costa Rica andguay should be noted in this regard. Certain
aspects of the Caribbean and Brazilian experierediacussed below.

& Another interesting finding of this study was tdatabase and other information service exporta fite United States are shifting
from the region to India. This may be a cause forcern, given the intensity of intrasectoral trawl¢his category. The Indian
computer industry requires inputs from the Unit¢akt&s (Freund, 2006).

7 Significant contrasts exist between the islandshef Caribbean. Barbados, Saint Vincent and thena@liees, Grenada, and
Trinidad and Tobago posted surpluses in 2005, vBuléname, Antigua and Barbuda, Jamaica and tharBas posted deficits.
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FIGURE 9
TRADE IN “OTHER SERVICES” BY SUBREGION AND COUNTRY OF LATIN AMERICA AND THE CARIBBEAN, 1995 AND 2005
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Source: International Monetary Fund (IMF), “Balance of Payments Statistics (BOP) database” [online] http://www.imfstatistics.org/bop/.

Note: “Other services” are all services except transport and travel.
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a) The Caribbean (English-speaking and Dutch-speaki  ng)

The economies with the highest relative volume esfiise exports in the region are those of the
Caribbean (English-speaking and Dutch-speaking).a@arage, services represented almost two
thirds —and in some cases almost 90%— of exportgaufds and services from Caribbean
countries between 2000 and 2005ourism accounted for two thirds of service expoerta ratio
which has remained steady over the last few decddss category is followed by transportation,
with a share of between 11% and 17®usiness services represent around 18% of seexjoerts,
while financial and insurance services represeptdg 2.5%. This last category is significantly
undervalued, given the exclusion of services predidy offshore companié$.

Several economies have been able to achieve amdaimaielatively high income levels and
good standards of living by focusing on the expdrservices. Success is neither automatic nor
guaranteed, however. On the contrary, it entailsng-term process of continuous learning and
feedback, in which service exports generate growtfich in turn increases productivity and the
diversification of service exports. This cycle olitmally reinforcing factors requires concerted
action in the public and private spheres, as wetha constant renewal of competitive strategies.

While there is no direct evidence in this regatds isafe to say that offshore services have
acquired an important role in the Caribbean in megears. Offshoring involves the incorporation
of companies on the islands without any requiremastto physical presence. The success of these
services, which were pioneered by the Bahamasbeaattributed to the non-existent or very low
corporate taxes to which these companies are duldjeer the last few decades —particularly in
the wake of the terrorist attacks in New York andshington, D.C., on September 11, 2001— the
industry has modernized its legal framework andtrods, in order to avoid abuse on the part of
criminals and terrorists. In addition to low taxése main factor encouraging businesses to form
offshore centres in the Caribbean is the confidegeeerated by a modern, stable legal
framework™ This enables companies exporting financial andrarsce services to achieve high
levels of productivity and sophistication, thankstheir enhanced efficiency and ability to assume
risks. In several countries, offshoring dovetailsatly with tourism, as visitors can combine
recreational activities with the purchase of finahand insurance services.

It is impossible to gauge the true importance oVises exported by offshore companies,
since Caribbean countries do not include them &irtbalances of payments. These balances
include only the fees companies pay governmentbettome incorporated on the islands. A
comparison of the declared value of Caribbean dgpaith data on imports brought into the
United States from those countries (given that Winited States is their most important trading
partner) suggests that Caribbean exports are ualden/ by a factor of at least tWo.

Bermuda, which according to The Economist (2008)tha highest per capita income in the
world, ranks at the top of the market for insuraacé extraterritorial funds. Its exports seem to
have been underestimated at least by a factor.bf e Bahamas, which has the highest number

8 Guyana, Suriname, and Trinidad and Tobago arepéieos, as their chief exports proceed from thegnegricultural and mining

sectors.

The World Travel and Tourism Council estimatest i@ direct and indirect contribution of tourism the region in 2004 was

equivalent to 15% of GDP and 16% of employmentdantries more focused on tourism, these percestageeded 80%.

The data contained in the Services section ofbtilance of payments is deficient with regard to ¢cheerage of certain service
areas. This applies to services supplied by caamstsitwho travel to deliver services, and is esfigcteue of business and

professional services, as well as services delivbyeoffshore companies (CARICOM, 2004, p. 7).

The flip side of low taxation in fiscal paradiseshe loss of tax revenue in other parts of thedvo

In 2005, the Caribbean islands recorded serviperntx (excluding transportation and travel) in #meount of 1.706 billion dollars,

whereas the United States declared imports innf@uat of 3.5 billion dollars (IMF and Bureau of E@mic Analysis).

Bermuda’s exports of services (other than trarispud travel) totalled US$ 1.3 billion, while thenited States declared imports of
US$ 12.478 billion in 2004. These data suggest dlctiial exports must be at least 9.5 times highen the figures declared by
Bermuda (IMF and Bureau of Economic Analysis).
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of ships registered and a well-established intésnat services sector, is specializing, among other
things, in managing the assets of the wealthiegplpan the world. The British Virgin Islands have
the highest number of registered offshore companies

Offshore companies have become a significant sonfreax revenues and foreign exchange
in several countries and non-independent terrisooé the Caribbean. However, the available
information on their contribution to the economylda exports is still scanty. According to a study
dealing specifically with the Bahamas, the offsheeetor accounts for 15% of GDP, 13% of jobs
and 19% of tax revenues (Bahamas Financial Serddoasd, 2006). In other countries, including
the British Virgin Islands, Bermuda and the Cayrsands, it is estimated that the sector accounts
for an even higher share of the economy.

b) Brazil

The service sector is one of the fastest growirtggraies in Brazilian exports. Exports of services
more than tripled between 1995 and 2005, while Bgpof goods rose two and a half times. In
2006, services other than transportation and tragebunted for more than half of all services
(including transportation and travel), a high patage for the region. The subcategories that grew
most in recent years were professional servicesaadution of technical projects. These activities
are related to engineering and architecture, whithrank at the top in exports of services (one
third of the total) and which constitute one of thain comparative advantages of Brazil (World
Bank, 2004; Bom Angelo, 2004; Valls Pereira, 20@2reira, Alves and Kubota, 2006).

The success of services is partly a result of lhigmand from exporters of manufactured
goods and commodities. Financial services suppertrtarketing firms, whose business is growing
in leaps and bounds. Different banks take diffelgmproaches: Banco do Brasil (a State bank)
serves medium-sized firms, while the local branobleforeign banks (ABN-AMRO, HSBC and
Santander) carry out large, complex transactionsnidtinational corporations. IT and information
services are also quite successful: Brazilian (CBltasul and Microsiga) and foreign companies
(EDS, IBM and TATA) follow similar strategies ingvriding support for multinationals within and
outside Latin America. The main functions they perf are: administrative control activities,
payroll management, help-desk services and catregnAlthough the growth of these sectors is
higher than the average growth of exports, it islkim comparison with countries like India
(Mantega, 2005).

E. The trans-Latins

To complete the analysis of exports by firms lodaite Latin America and the Caribbean, the
preceding analysis of cross-border trade needsetsupplemented with an assessment of the
volume of sales by branches set up by these coepamiother countries. As noted above, around
half of the world’s trade in services is accourfatby sales of branches located in foreign markets
(mode 3).

Although data are still scarce, some partial figuaed qualitative information suggest that
over the past few years, there has been an incieabe presence in foreign markets of several
Latin American multinational corporations (trangiba). The data on sales of Latin American
transnationals are incomplete, among other thimgsulse in many cases sales by subsidiaries are
not published separately. Also, many subsidiaries relatively small and are therefore not
included in classifications of large corporatidh&or example, in its 2004 and 2005 rankings of

1 There are several sources of partial informatioriaveign sales by branches in Latin America arelGaribbean and in developing
countries in general: (i) some databases suchea€dhntry Reports published by UNCTAD in its Wolrdestment Directory and
the Investment Map (based mainly on Who Owns WhbynDun and Bradstreet, London) published by the WAD/WTO
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the 500 largest corporations (branches) in LatineAoa by volume of sales, América Economia
only included two branches of one trans-Latin aldsits country of origin, namely, Empresa
Brasileira de Telecomunicacoes (EMBRATEL) and CldeoBrasil, which belong to the Mexican
firm América Movil.

Sales of services abroad by the trans-Latins magpipeoximated by looking at their levels
of foreign direct investment (FDI) (see box 3). Tdada on Brazil, Chile and Colombia show that in
the last few years, services accounted for at leal$tof outward FDE®> Service sector investment
abroad grew significantly, especially in enginegriand construction, telecommunications and
finance, as well as transport, retailing and eieityr Except in the case of the first segments ki
a fairly recent phenomendh.

BOX 3

TRANS-LATINS IN THE SERVICES SECTOR: AN OVERVIEW OF PARTIAL DATA

The partial data that are available on outward FDI from Brazil, Chile and Colombia show that services accounted for at
least half of such investment during the period studied. In Brazil, services accounted for between half and two thirds of
investment abroad between 2001 and 2005 (other than investment in tax havens). The main subsectors are trade (50%),
construction (25%), transportation, telecommunications and real estate (which make up the remainder). In Colombia, almost
half of investment abroad in 2005 was in services. Within this sector, the main subsectors were business services (40%),
transportation, storage and telecommunications (31%), public services (12%) and trade (11%). In Chile, three quarters of
investments between 1990 and 2006 were in the services sector, mainly in energy, trade and financial services.

The location of the main branches of the trans-Latins gives a general idea of their geographical strategy. UNCTAD data
for 2002 suggest that branches of trans-Latins are set up in a number of different countries or regions (see table below). In
the case of Argentina and Chile, other countries in the region are the main destinations; for other countries, the preferred
destination is the United States. There has been very little development in Asia; Panama has the greatest geographic
diversification.

LOCATION OF THE 50 MAIN BRANCHES OF TRANS-LATINS IN THE SERVICES SECTOR, 2002

(Percentages)
Investor Argentina Brazil Chile Colombia Mexico Panama E/Be(;‘ﬁzéjgp?of)
Latin America 70 6 81 21 4 16 33
United States 15 78 19 74 92 42 56
European Union 15 11 0 5 4 37 11
Others 0 6 0 0 0 5 0
Total 100 100 100 100 100 100 100

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Conference
on Trade and Development (UNCTAD), World Investment Directory.

International Trade Centre; (ii) América Economiagazine, which every year publishes a databaseisydive characteristics
(including sales) of the 500 largest companie@region, including several in the business sesvgector (the main findings of
this database are reported every year in Foreigestment in Latin America and the Caribbean, pbbklisby ECLAC), and (iii)
data on FDI abroad. Only a few countries in theéaregincluding Brazil, Chile and Colombia, publisictoral breakdowns of these
data. Considerable caution must be exercised irpadng these data, given the multiplicity of sosread the different accounting
methods used. Indeed, the main purpose of thisisson is to illustrate trends rather than makertissis about absolute levels.

15 These three countries, along with Argentina, Mexiod Panama, are the largest investors in themégiabsolute terms. In relative
terms, the countries with the highest levels of Bbioad in terms of GDP are Panama, Chile, ArganBmazil and the Bolivarian
Republic of Venezuela (UNCTAD, 2007).

16 The growth of trans-Latins in other services sestancluding transport, distribution and electyciis also noteworthy. In
electricity, Chilean companies were the pioneersnF1992 to 1999 they gained presence in sevetaftdes in the region.
However, in 1999 they were absorbed by ENDESA f&pain. Another example is the company ISA of Colantyhich spread to
the other members of the Andean Community and hioBgh Paulo’s communications company in 2006.t4ileade, the Chilean
group Cencosud pioneered with several projectssadwn. In 2003, it acquired part of the Latin Ainan assets of Royal Ahold.
Other Chilean examples include the departmentsteatabella and Ripley, which expanded to seveatihlAmerican countries. In
air transport, LAN Chile is also expanding rapidfyoperations to various of its neighbors.
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Engineering and construction
Engineering and construction companies, mostly fRnawil, Mexico and Argentina, already started
their internationalization process in the late g due to a decline in (public) infrastructurejgcts in
their home markets. The competitive advantagdsesit companies include their technological capacity
operational flexibility and low costs. Their aljlito operate in complex environments charactefiged
stringent regulations, legal and economic condf@nd uncertainties has given them an advantagye ov
many competitors, especially in developing cousifiefwo Brazilian companies (i.e. Odebrecht and
Andrade Gutiérrez) are among the 100 largest iatiemmal contractors. These are followed by Techint
and Impsa from Argentina and ICA from Mexico. Teths a key player in oil and gas pipeline
construction world wide. According to (incompletdta of Investmentmap,most foreign affiliates
already existed before 2000 (26 out of a total@)f Brazil is the dominant country, both in saled a
amount of employees abroad (Table 2).

TABLE 2
TRANSLATINS IN ENGINEERING AND CONSTRUCTION IN DEVE LOPING COUNTRIES, 2004

Affiliates Abroad

Country Number_ of Sales (million US$) Employees (number) Established
trans-latins Number
Value Reporters Number Reporters after 2000

Brazil 8 12 2344 8 41 227 8

Mexico 6 9 1299 4 3334 5 1
Colombia 2 2 306 1 890 2 1
Panama 4 4 316 1 120 1

Chile 3 3 193 2 530 3 1
Total 29 19 22 3

Source: International Trade Centre, Investmentmap.

Telecommunications

The internationalization of some national telecoompanies occurred after structural reforms
(privatizations, deregulation and market openirtgha end of the eighties and nineties. When they
had consolidated their position in local marketsne companies saw the expansion in the region as
an opportunity for growth, illustrated by the inese of mobile phone users from 3.5 to 177 million
between 1995 and 2004. Subsequently, several coesparerged or were bought by others. By the
early 2000s, Latin America was dominated by maitiyp companies: Telefonica (Spain) and
America Movil/Telmex (Mexico).

América Movil and Telmex (Grupo Carso) are amorgléngest corporations in the region and
part of the five largest telecom companies worlwidéerms of subscribers. Their overseas activities
started in 1990 with the privatization of Teléfonoe México (TELMEX). The Mexican
Government’s intention was to sell a verticallyempated corporation to create a “national champion”
able to compete with foreign firms (see Box®L).

17" For more information on trans-Latins, see ECLAGO@and 2007). Other successful trans-Latins @pierattail and air transport services, see
ECLAC (2006).

18 The data reported by this source are incompletesianuld therefore be interpreted with great cauffior example, data on Argentina are largely
missing.

19 After consolidating the position in their home ket TELMEX started its foreign operations in theitetd States in alliance with Sprint in 1995.
However, as this experience turned out difficutl amother endeavor in Guatemala more succesgutotinpany decided to concentrate its
expansion on the mobile phone market in Latin Acaeifror this purpose, it created América Movil épt8mber 2000 and set up business in
Brazil, Colombia, then expanded to Argentina ana@America (El Salvador, Guatemala, NicaragubHonduras) and more recently to Chile,
Paraguay and Peru. In less than five years, Ameizél became a major company, sharing regionaeieship with Telefonica. With excellent
results in the mobile phone business, TELMEX edt#éte market of the fixed-lines, long-distancescaiid data transmission in several Latin
American countries through acquisitions of sevemaipanies. By 2007, America Movil had operatiorisicountries, including the United States,
with 137 million mobile customers and 3.8 milliaxef] lines in Central America. One of their tecbgial advantages has been the construction
of a homogeneous wireless net with GMS technolefjich gave them an advantage over their rivaleerrégion (CEPAL, 2006 and company
websites).
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Financial services
Foreign presence in financial services in South Weaehas been dominated by banks outside the
region, whereas in Central America Panamese bamke wery active until recently. In South
America, inward foreign direct investment in fin&lc services has been dominated by
extraregional banks, mostly from Spain and the éthiGtates. However, recently the Brazilian
Bank Ital purchased assets from Bank of AmericaBliazil, Chile and Uruguay. With this
acquisition Itad, already present in Argentinaesgithened its regional presence. In Central
America, on the contrary, translatin banks lostspree. Through its purchase of Banistmo
(Panama), HSBC (United Kingdom) acquired positiotm€Colombia, Costa Rica, El Salvador,
Honduras, Nicaragua and Panama and the UnitedsS#atehe same time, Citigroup took control
of Grupo Financiero Uno (El Salvador) and Grupodatian (Panama). Along with the purchase of
the Central American operations of Lloyds TSB (€diKingdom) in 2004, Citigroup now is also
present in Costa Rica, Guatemala, Honduras Nicaragd Panama. Finally, some Mexican banks
are also expanding to the United States to semeHibpanic community. For example, Banorte
(Mexico) bought a majority share in bank INB andjw@ced the money transfers company
UniTeller.
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lll. Factors Determining
Performance Abroad

A. What are they?

Several recent empirical studies suggest that pagice in export of
services depends on several factOr$he first one consists of the
classic gravitational variables, such as size ofketa of origin and
destination, distance or proximity of markets ard teffects of
clustering. The second are the so-called naturaigpa (differences in
language, culture or institutions). Third, the rieinformation and
communications technologies (ICT), a key factor duse it helps
determine whether a service is tradable and at wloat, partly
cancelling out the repercussions of distance idetrdhe fourth factor
is the presence, cost and productivity of skillabdur, bearing in
mind that many services are labour-intensive. THasetwo factors
have a considerable influence on operational fispacity to provide
a steady supply of high-quality services) and stmad risks
(probability of customer relations not living up égpectations) (Aron
and Singh, 2005). Finally, it is also importantb®ar in mind the

20

Dihel, Eschenbach and Shepherd (2006), Kox andl@of2007), Markusen and Strand (2007) and Pifi@520rhese recent
studies were undertaken with available data oridsdtrade in European Union countries and theéengled to all OECD countries
(Kox and Nordas, 2007). A standard model foundhim ltterature was used, namely, a gravitational ehadhich includes several
indicators of regulation developed by OECD on tlasi® of the methodology used by the Australian &ectidity Commission
(Golub, 2003; Dihel and Shepherd, 2005) with respeservices in general and other business sergind indicators developed by
the International Monetary Fund and the World Bémkfinancial services. For a business point ofw@ncerning the key factors
for success in exporting services (e.g., subcotiigand purchase of services abroad), see ArorSargh (2005).
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impact of the regulatory systems in the differemtirtries, including intellectual property regimes
and legislation on migration.

To allow for a better understanding of the diffares in the performance of Asia and of
Latin America and the Caribbean with respect todhkport of services, this analysis focuses on
three issues: regulation, human capital and ICT.

B. Impact of regulation on trade and investment

National regulatory systems affect at least thiiegedsions of international trade in services (Kox
and Nordas, 2007). The first has to do with thditsttio engage in trade. On this point, regulation
itself and the differences between regulatory systan different countries represent a barrier or a
fixed cost for trade that affects not so much thieepof services provided as the level of exports
needed to begin operations, and this in turn débesrthe average size of the export firm (Melitz,
2003)%* The second is the direct impact of regulationshenvolume of flows of trade in services,
and the third has to do with the repercussionseglilatory schemes on flows of foreign direct
investment in the services sector.

1. Impact on the ability to engage in trade

Econometric models confirm that regulatory inten$ids a negative impact on the ability to start
operations in trade in servic&sThis result underlines the critical role that detie regulatory
reform plays in initiating and developing servieagorts. In particular, countries must improve the
regulatory environment, including the role of regjaty authorities. However, the differences
between regulatory systems in different countriesidt seem to affect the potential for trading in
services. The size of the importing market is @sportant. Hence, service companies in countries
with little domestic regulation and large tradirayimers will have a greater likelihood of becoming
exporters.

2. Impact on Trade Flows *
As regards the volume of trade flows, the evidesitews that business services are much more
sensitive to regulatory restrictions than servioesgeneraf* This sensitivity is higher in the
exporting country. While a more stringent regulgt@ontext in the exporting country has a
negative impact on trade, the regulatory intenigitthe importing country does not seem to have a
significant impact. The diversity of regulatory w®ms between countries also has a marked
negative impact on flows of trade. Accordingly, ip@s designed to encourage regulatory
cooperation among trading partners could be kepdeasing bilateral trade in servicgsn fact,
there are different means that could be explored & them is the convergence or harmonization
of regulatory schemes. Harmonization can be acHiebeough negotiations or adoption of

2L The purpose of regulation is to correct markeufas that lead to an inefficient allocation of\sees. These failures occur more

frequently in the services sector because of itaté characteristics. Depending on their interesity heterogeneity, regulations —
although legitimate— can considerably restrictiiné&tional trade in services by preventing one ntdafrien taking advantage of the
economies of scale achieved in another.

In this case, the model used was a Probit modmddan regulation indexes and the existence o fradervices between countries.
In this case, a Probit model based on indicesgifilation and the existence of bilateral tradeeirvises between countries was
used. As suggested by gravitational models, theaainpf regulation is greater in trade in servidesntin trade in goods. With
regard to the other determining factors, the modetgyest that trade in services depends on the gariables as trade in goods,
although there are differences in the relative irtgpece of each variable in trade flows. While crdtulifferences have a greater
impact on trade in services, geographic variabsegta greater impact on trade in goods. In additioa quality of regulation and
the efficiency of governments are much more impuria the case of trade in services.

In this case, a Poisson gravitational model ofimarn verisimilitude was developed.

For example, the document shows that the adomtica fully harmonized system would bring about &®6crease in trade in
services with respect to 2003. Although this exser¢ends to magnify the impact, it is neverthetelsant.
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international standards and regulation, when thesevailable. If harmonization is not possible or
feasible, mutual recognition of regulations andutatpry frameworks is an efficient alternative
countries could explore. This recognition could d#hieved through negotiations or accorded
autonomously. In practice, a combination of harrpatibon and mutual recognition will allow
countries to narrow the difference in regulatogniiework and the possibility to reach agreements
will depend on the regulatory differences (Mattod-iak, 2002).

The differences in the incidence of the regulafeaynework between Latin America and the
Caribbean and Asia are not big enough to explandifferences in performance of exports (see
table 3). Aggregate indices of regulation of diffier service sectors are consistently lower in the
region than in Asia. However, as indicated in thecpding section, the dynamism of the Asian
countries, especially China and India, in expoftsavvices is much greater. This would appear to
indicate the existence of other factors that affeet type of trade, including the availability of
qualified personnel and of information and commatians technologies (ICT).

3. Impact on foreign direct investment

The regulatory system not only affects cross-botdade in services, it also affects exports of
services through the direct sales of branches dbi@even the lack of data, the volume of such
trade is estimated on the basis of flows of foraijrect investment. As shown in the study of
OECD countries by Kox and Nordas (2007), regulatifiacts both the inflow of investment to the

services sector in the receiving country and thenty’s outward investment. Indeed, except for
legal barriers, regulatory restrictions have a gmeanpact on investment abroad than on foreign
direct investment received. As far as the otherabdes are concerned, there is a positive
correlation between market size and FDI withindebantry and abroad.
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TABLE 3
AGGREGATE INDEX OF REGULATORY INTENSITY ?
Sector Banking Insurance Tellt:e I;ﬁgne Te'\l/(le(:)tr):loene Engineering
Latin America
Argentina 0.76 0.86 0.28 0.35 0.51
Bolivia 0.88 141 1.36 0.89 N/A
Brazil 1.09 1.36 0.4 0.94 1.42
Chile 0.85 0.85 0.37 0.36 1.04
Colombia 1.44 0.90 1.19 0.50 N/A
Ecuador 0.66 1.62 1.38 0.64 N/A
Peru 0.61 0.61 0.34 0.17 N/A
Uruguay 0.46 1.24 1.30 0.15 N/A
Venezuela (Bolivarian Republic of) 1.36 1.26 0.40 0.81 N/A
Average 0.90 1.12 0.78 0.53 0.99
Asia
China 1.73 1.95 1.66 2.01 1.71
Philippines N/A N/A N/A N/A 0.73
Hong Kong SAR (China) N/A N/A N/A N/A N/A
India 2.11 2.81 1.41 2.00 N/A
Indonesia N/A N/A N/A N/A 1.57
Malaysia 2.6 2.48 1.22 1.86 2.01
Singapore N/A N/A N/A N/A 0.56
Thailand 1.46 1.78 1.63 2.50 1.39
Average 1.97 2.25 1.48 2.09 1.33

Source: N. Dihel and B. Shepherd, “Modal estimates of services barriers”, OECD Trade Policy Working Paper,
No. 51, Paris, Organisation for Economic Co-operation and Development (OECD), 2005.

& This index was constructed on the basis of weighted aggregation using a method of factorial analysis of

qualitative indicators taken from surveys of different governments conducted by the Organisation for Economic Co-
operation and Development (OECD) (Regulatory Indicators Questionnaire). This indicator increases in intensity,
where 0 corresponds to a hypothetical country that is completely liberalized, i.e., it replies O to all questions on the
guestionnaire. Regional aggregation is obtained by calculating the simple average of countries in which information
on foreign direct investment is available.

Given the lack of data on foreign direct investmieytsector, it is only possible to illustrate
the hypotheses on incoming FDI in Latin America &sia, which seem to confirm the overall
results for OECD countries (see figure 10). Thd that there are fewer restrictions on foreign
direct investment (mode 3) in Latin America thanAisia was reflected in larger flows of foreign
direct investment with respect to GDP during theigak 1995-2004 in almost every sector of
financial services, telecommunications and constné® These flows to Latin America also
reflect, to a large extent, the greater role playggrivatization of state enterprises in thosdasc
in the region, especially during the 1990s.

% Unlike other regions, Asia managed to attract miovestment in “other services” in business, forickhthere is no indicator of

regulatory intensity.
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FIGURE 10
FOREIGN DIRECT INVESTMENT AND REGULATION IN LATIN A MERICA AND ASIA, 2004
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of UNCTAD/WTO
International Trade Centre, Invesment Map and N. Dihel and B. Shepherd, “Modal estimates of services barriers”,
OECD Trade Policy Working Paper, No. 51, Paris, Organisation for Economic Co-operation and Development
(OECD), 2005.

& The FDI pool represents the cumulative flows between 1995 and 2004 as a percentage of GDP in 2004.

4. Other factors: human capital and information and
communications technologies

Other fundamental factors in trade in services thee quality and cost of human capital and
information and communications technologies (ICSBgveral private consulting firms produce
annual and biannual reports measuring the comgetitivel of a group of advanced and emerging
countries for the purpose of hiring or establishifighoring, nearshoring or outsourcing services.
The measurements shown in these specific repoetamare useful than general indicators for
measuring true competitiveness, especially thaheflarge countries. For example, even though at
the national level China and India are behind tlainL American average with respect to the
penetration of ICT and levels of human capital, th@sultancies always classify them as being
more competitive than the countries in the regimnfact, the national averages may mask a
considerable degree of heterogeneity within a go@mtry. Although India is still a poor country
in general terms, it has managed to attract afgigni share of world trade in terms of outsourcing
and subcontracting abroad for information technpldly) services, thanks to the advanced
development of certain cities and regions.

In this context, the competitiveness of differemutries was assessed on the basis of
indicators provided in the Global Services Locatlodex 2007 (GSLI) by AT Kearney and of
qualitative information. The Global Services Looatilndex consists of three categories and 13
subindexes: costs (labour, infrastructure, andstaxel regulation), business environment (country
risk, quality of infrastructure, cultural adaptatyiland security of intellectual property) and huma
capital (availability of labour, training and larage, experience/skills in negotiation processes and
retention of employees). The final index is a wéitl of the three subcategories. The type of
indexes considered and the weighting were arrivedafeer multiple interviews with major

27 These include CIO (2006), AT Kearney (2007a) afmhidnd Cluster (2006).
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stakeholders in the offshoring industry and in outsing. The indicators are “objectives” and are
comparable between countries. The informationkerndrom different sources and hence was not
obtained from surveys.

The countries that stand out most in the classifinaare India and China, while the others
are similar to each other (see figure 11). Eachnttyuhas certain advantages that make it
interesting as a destination for investment andetrd he classifications used by other consultancies
also show India and China in first and second plaaethe order of the Latin American countries
and ASEAN countries varies from one ranking to hapbecause they are relatively close to each
other. Both groups of countries are mixed in thmalficlassification. Thus, some Latin American
countries are ranked higher than Singapore, whichahbetter business environment but very high
costs.

FIGURE 11
ATTRACTIVENESS OF COUNTRIES FOR LOCATION AND EXPORT OF SERVICES IN 2007
Costs Human capital Enviraemh Total
VNM IND SGP IND
IDN CHN | MYS i CHN i
IND BRA i CHL i MYS i
PHL MEX i THA i THA i
| ! |
THA SGP i MEX i BRA i
CRI IDN i URY i MEX i
URY ARG i JAM i IDN i
| |
CHN MYS i IND i CHL i
PAN PHL i BRA i SGP | i
|
MYS THA i PAN i PHL i
|
ARG CHL i CHN i VNM i
JAM URY :| i CRI i URY i
| | ! |
MEX VNM :I i ARG i ARG i
CHL JAM :I i VNM | i IAM i
BRA CRI :| i PHL i CRI i
| i |
SGP PAN i IDN i PAN i
2 7 2 7 2 7 2 7
Source: AT Kearney, The Global Services Location Index, Chicago, lllinois, 2007.
ARG = Argentina CHN = China IND = India MYS = Malaysia SGP = Singapore
BRA = Brazil CRI = Costa Rica IDN = Indonesia MEX = Mexico THA = Thailand
CHL = Chile PHL = Philippines JAM = Jamaica PAN = Panama URY = Uruguay

VNM = Viet Nam
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Human Capital

The greatest competitive advantage that India ahthaChave over Latin America and the
Caribbean and the ASEAN countries is the large ramab highly skilled workers who receive
very competitive wages, despite the fact that #megal population has a lower level of schooling
than the average in Latin America. China and Inthg&e a huge economic critical mass which
enables them to create niches of excellence desbé& poverty levels. Several excellent
universities and technology institutes have bednugein India which turn out some 200,000
graduates per year, including 75,000 informatiocht®logy engineers. China is in a similar
position, with some 50,000 IT graduates per yeatial has the additional advantage of a common
language with the United States, its main tradiragtrer, and this has contributed to the
establishment of a large number of call centres.

Although in general terms, Latin America and theid#an do not match the number of
university and IT graduates in India and China, sarentres of excellence have been created,
especially in the major citi€§.As a result, the services industry in those coemthas grown
considerably. Brazil, for example, has 15 000 Iadyrates per year (ClO, 2006). In addition to
having gained experience in the domestic marked, rdgion’s service industry has a highly
qualified work force that could increase exportecérding to AT Kearney (2007b), among the
eight Latin American countries that are most ativacto international business in the remote
services sector, the availability of skilled labdaradequate in Argentina, Brazil and Mexico;
intermediate in Chile and Costa Rica; and is inadésjin Colombia. In terms of language skills,
while some countries such as Argentina, Costa Riwh Mexico have a significant number of
bilingual people (Spanish-English) who can serve thited States market, language skills are
scarce in other countries including Brazil, ChitelaColombia. The governments of these and other
countries are paying more attention to the teachifgEnglish. Spanish is also becoming
increasingly important in cross-border servicelite United States, given the growing Spanish-
speaking population of that country. Mathematicansther important skill for trade in services,
but in that regard, the region is way behind the@Agountries. In fact, the results of standardized
mathematics tests (Trends in International Math&medand Science Study (TIMSS 2003) and
OECD Programme for International Student AssessitlI®A)) that were administered in several
countries showed that Asian students (especiallgimgapore, Republic of Korea, Hong Kong
SAR (China) and Malaysia) scored higher than sttedienArgentina, Chile and Brazil.

Another problem that arises in competing with thsiafh countries is the wage level,
although worker productivity must also be considefeor example, wages for IT programmers or
call centre operators in India and the Philippireesge between one third and one half the average
of the top eight Latin American countries. Takingoi account differences in productivity and
nominal exchange rates, Argentina and Uruguay leartost competitive countries in the region
and can compete with India in certain services.daring that wages in India are rising by two
digits per year (15% in 2006), Latin America is ®m@ing a more appealing destination, as shown
by the investments made in the region by Indianpanmes such as TATA.

Access and quality of information and communication s technologies

Other variables that affect the performance of ebgus of services are the quality and cost of
telecommunications, internet access and other rimdtion technologies. A study by Freund and
Weinhold (2002) showed that improving Internet ascean enable a trading partner of the United
States to increase its exports of services to timted States market by 1.7%. Different
classifications suggest that the quality of infrasture in Latin America and Asia is similar, but

28 Buenos Aires and Cérdoba in Argentina; Rio de ilan840 Paulo and other cities in southern Br&aitiago in Chile; Bogota in
Colombia; San José in Costa Rica; and Ciudad Julstexzco City, Monterrey and Tijuana in Mexico, angoothers (AT Kearney,
2007b).
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costs are somewhat higher in the Latin Americamtiges. Within the region, Chile stands out for
the quality of its infrastructure and Argentina ftsrlow costs in 2007.

One factor that has had a negative effect on th& ob access to information and
communications technologies (ICT) in Latin Amerigad the Caribbean is the fact that, unlike
Asia, only a few countries (Costa Rica, El SalvadBuatemala, Nicaragua, Panama and the
Dominican Republic) have signed the WTO Informatibechnology Agreement (ITA). The 70
countries that signed the Agreement in 2007 acctrr®7% of world trade in IT products. These
countries have undertaken to import those produuatg free on the basis of most-favoured-nation
treatment. However, no South American country ligrsesl the Agreement, although some, such as
Chile, apply a most-favoured-nation (MFN) zeroftafi Consequently, enterprises in several South
American countries are at a disadvantage becaustheofadded cost of acquiring foreign
technologies compared with companies in the sigpatountries. Brazil, for example, applies a
13% MFN tariff on ICT products in order to protétst national industry.

Another key factor in competition is the ability goarantee high standards of quality of the
services provided by means of international cedtfon. This is essential in overcoming cultural
barriers and prejudices in advanced countries dagarstandards of services provided by
developing countries. Quality standards for indabtproducts (ISO 9000) and the Capability
Maturity Model (CMM) are two certifications that eaffundamental. The Capability Maturity
Model, which has five levels, is a model for evailug and improving software processes. Level 5
is the highest and refers to the most importancesees that must be complied with by the
company concerned (Prieto, 2003).

2% Chile eliminated tariffs on all information andremunications technology products after signing ftiee trade agreement with
Canada in 1997.
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I\VV. Promoting the Sector

In brief, although Latin America and the Caribbdzave been less
successful than India and China in attracting ttoeving international
demand for services, there is a great potentiatti@nging this trend.
The region has several advantages that make itnaredsingly
appealing alternative for outsourcing and nearsigoria growing
contingent of skilled labour at fairly competitivgages, a sound
technological infrastructure and the same cultiseother Western
countries. Moreover, interest in the Spanish lagguhas increased
internationally, as have the English language skidf Latin
Americans. The region is geographically close ® ldrge importers
of services —the United States and Canada— andtisei same time
zones. The increasing political and macroecononabilgy of most
Latin American countries is another positive trend.

Although the conditions for taking better advantagé
opportunities for trade in services are relativgdpd, the change will
not be automatic and will require a considerabferebn the part of
the public and private sectors, as they must coatito improve the
guality of services at competitive prices. In pramg services, the
focus should be on the main obstacles hindering dketor’s
development. The following is a discussion of twagportant issues
that are relevant to the preceding section: lilkemdbn and
recognition of regulatory frameworks among coustgder bilateral
and regional treaties, and the effort of the pualfid private sectors to
improve the supply of skilled labour and creategal framework that
will encourage production and the use of informati@nd
communications technologies (ICT). In addition tede, there are
many other ways to encourage trade in servicesjutling by
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improving access to financing, granting tax inceggi promoting innovation and improving the
logistical apparatus (see ECLAC, 2003 and Prigd032

A. Services in intra and extraregional integration ¥

Since the creation of the WTO in 1995, the numtieegional trade agreements (RTAs)otified
by members has increased dramatically, reachingi8xtober 2007, of which 194 are “active”
(Figure 12).

FIGURE 12
REGIONAL TRADE AGREEMENTS NOTIFIED TO THE WTO: 1995 -2007 (NUMBER)
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Source: Elaborated on the basis of WTO data.

Note: Data exclude 22 agreements notified under the “Enabling Clause”.

Until 1995 RTAs covered basically trade in goods;ept for the EC Treaty (1958), US-
Canada FTA (1989) and the Closer Economic Reldli@ie Agreement between Australia and
New Zealand (1989), which also included trade irvises provisions. After the conclusion of
Uruguay Round Negotiations and the entry into fooafeNAFTA in 1994, trade in services
provisions have been included in 49 active agre¢smastified to the WTO (see table %).

30 For a review of trade in services in the contéxagreements signed in Latin America and the Cadlob see Marconini (2005 and

2006), Séez (2005) and Stephenson (2002).

The term RTAs is used broadly including regiorgieements signed by countries in a region or sudmegplurilateral agreements
signed by two or more countries and bilateral tragieeements.

The total number of services agreements notifietthé WTO is 59.

31
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TABLE 4
NOTIFIED AND ACTIVE TRADE AGREEMENTS: ACCUMULATED A S OF OCTOBER 2007 (NUMBER)
TYPE OF AGREEMENTS Ecnlgz'g;g oS ! TOTAL
XXIV
Custom Union (CU) 3 5
LACs Custom Union 2 2
Custom Union Accession 6
Economic Integration Agreement (EIA) 24 24
LACs EIA 23 23
Economic Integration Agreement Accession 2 2
Free Trade Agreements (FTAs) 3 84 87
LACs FTAs 25 25
Free Trade Agreements Accession 2 2
Partial Scope Agreements (PSA) 11 11
LACs PSA 1 1
Partial Agreements Accession 1 1
TOTAL 21 49 124 194

Source: WTO.

The economic literature has addressed extensiteltheoretical and empirical economic
analysis of trade agreements in goods (both frgetagreements and custom unions). But much
less attention has been devoted to the econongctsfbf trade in services agreemefnRecencly,
new analyses have emerged regarding the increasimiper of RTAs covering trade in services
disciplines and commitments. These studies focuhemelationship between RTAs and Article V
of the General Agreements on Trade in Services (&A@nd their structure. They also assess to
what extend RTAs have been more effective in pramdiberalisation than the WT&.

Latin America and the Caribbean have not been inamtionthese developments. On the
contrary, the region has negotiated various tragieesnents that include services provisions,
although this trend is recent. In fact, Latin Antcan countries have notified 53 agreements, of
which 27 under Article XXIV of GATT (22% of total@3 under Article V of GATS (almost half),
and 3 under the Enabling ClauSeChile and Mexico have been the most active coestin the
region pursuing both trade in goods free trade eagemts and trade in services economic
integration agreements.

Mexico was the first country of the region to negt liberalization of trade in services in
the context of a trade agreement, namely, the Nantierican Free Trade Agreement (NAFTA).
These negotiations took a new approach to libextidia in that cross-border trade in services was
separated from the sale of services through foréigect investment (mode 3) and accordingly, the

33 Mattoo & Fink (2002).

34 Fink & Molinuevo (2007), Roy, Marchetti & Lim (209, Marconini (2006), Saez (2005c), OECD (2002¢p8enson (2002), and
Prieto & Stephenson (1999).

The number of agreements under the enabling clausederestimated, for example a number of tragleemnents signed under the
LAIA framework are not counted in these figures.
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relevant rules and disciplines were establishece General Agreement on Trade in Services
(GATS) entry into force in 1995 as part of the tesfithe GATT’s Uruguay Round negotiatioffs.

The first generation of free trade agreements (dementary Trade Agreements) between
Latin American countries, especially in the framekwaf the Latin American Integration
Association (LAIA), included a clause allowing faer negotiations on services. However, it was
not until the late 1990s that this dimension ofl&rdbegan to be included in agreements in the
region.

The three incentives that led to the definitivaluison of services on the trade agenda of the
region during the 1990s were the entry into forEeNAFTA, GATS and the decision of the
countries in the region to begin negotiations andtreation of the Free Trade Area of the Americas
(FTAA); that decision was taken in April 1998. Rrio that, for almost four years, a collective
analysis had been made of the implications of natjohs on services in the context of free trade
agreements, and it was decided that the latterléhmuincluded in the results of negotiations on
FTAA.

After Mexico, Chile was the second country of tegion to actively include this dimension
in its trade negotiations. Following the NAFTA mdbdeervices were included in the agreement
with Canada that was signed in mid-1997.

On 11 June 1998, the Andean Community adopted Dack39, on a General Framework of
Principles and Rules and for Liberalizing Trade Services in the Andean Community, in
fulfilment of the provisions of articles 79 and 80the Cartagena Agreement. On 30 October 2001,
the Commission of the Andean Community adopted $leci510, which contained an inventory of
measures in force at the time that restricted tiadservices, and provided that such measures
should be eliminated by 1 January 2006. This wdsemsed on 14 December 2006 with the
adoption of Decision 659, on services sectors wheles would be liberalized or harmoniz&d.
The Andean Community follows a liberalization frameek for the services sector which is similar
to that of GATS but lays down a procedure for cdest to list those measures that are
incompatible with the agreed rules (negative letd undertook to eliminate them and not to
introduce new restrictions (Andean Community, 2007)

The MERCOSUR countries also followed the GATS madddlberalizing trade in services
on the intraregional market, but only in the sextepecified in the schedules of commitments
(positive list). The Montevideo Protocol, which saglown the regulatory framework for trade in
services, was adopted in December 1997. The finstntments were annexed in July 1998, but
the agreement only entered into force in DecemB@®520once the process of ratification by the
legislatures of Member States was finalized. Onethef main objectives of the Montevideo
Protocol on Trade in Services in MERCOSUR s to plate, no later than ten years from the date
of entry into force of the Protocol, the programmk liberalization of trade in services of
MERCOSUR (article XIX). Annual negotiations arelt® held to that end.

Although the Protocol entered into force in Decen@05, six rounds of negotiations have
been held since 1997, at which new sectors have hdded to the commitments undertaen.
These negotiations have made it possible to maweafa in consolidating the existing restrictions,

% The Treaty of Rome, creating the European Commuiaiys down the principles governing trade in Bsy among Member States.

Such trade is governed by the provisions on thghtrof establishment” and freedom for supplierpitovide services. In addition,

there are other provisions and specific rules fatain sectors, such as transport and financiaicgs. During the 1990s, this

dimension of the European Common Market receiveidripr attention, especially with regard to finaakiservices and

telecommunications. Recently, some guidelines tother liberalizing professional services have besgt with considerable

opposition.

See Andean Community (2007), for a descriptiothefdifferent stages in the regional integratiosefices.

38 For the Spanish text of the Protocol of Montevideee Foreign Trade Information Service (SICE) &ted). For an assessment of
efforts carried out to date, see Services GroudBRCOSUR (no date).
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but they have not led to any significant liberdii@a of the market within the free trade zone
(Grupo de Servicios del MERCOSUR (no date)).

Progress has been made in the drafting of commyuiary instruments, especially those
aimed at facilitating the temporary movement ofspes. In particular, the Agreement on the
creation of the MERCOSUR visa; the Mechanism fog #xercise of temporary professional
services and the Agreement on the facilitation abihess activities. Ratification of these
instruments by the legislatures of Member Statasiligoending.

In 1997, CARICOM adopted an approach to servicesgiation that enshrined the right of
establishment, namely, the right to carry out anmmercial, industrial, agricultural, professional
or artisanal activities and to create and adminiatey type of organization. This agreement also
grants persons in Member States the freedom toigwoservices. In addition, there is a
commitment not to establish new restrictions andetnove existing ones. The latter goal was to
have been reached by 31 December 2005.

In negotiations conducted by the United States @itlile, Central America, Colombia and
Peru, the NAFTA model was adopted, while Europeaiok) negotiations with Mexico and Chile
used the GATS model, as will probably be the caitle the Andean Community, Central America
and MERCOSUR (Fereira Portela, 2001). One mighthask and to what extent these negotiations
between certain countries of the region and thaddnStates and Europe have progressed further
than multilateral negotiations and negotiationimithe region.

Marconini (2006) conducted a comparative study hef provisions of the World Trade
Organization, NAFTA and the agreements recentlyotiated by the United States with Latin
American countries, the European Union and Japamh Bhe GATS model, followed by the
European Union, and NAFTA, used by the United Stadee similar in scope with respect to the
measures that affect services, and they make iactieh between trade in services and modes of
supply® However, they differ in regard to the depth withigh each of these issues is treated.

In the GATS model, the same disciplines are apple#ao all the modes of supply. In the
case of NAFTA, the disciplines are developed sdpbrawith a distinction being made between
those that apply to “cross-border trade” (includimgdes of supply 1, 2 and 4 of GATS),
investment (mode 3 of GATS) and procedures appkcédr access of businesspersons in the
destination market (mode 4). However, this criterivas not been uniform, especially in the
agreements signed by the United States subsequéhe tagreements with Chile and Singapore,
which contain no provisions on “businesspersons”.

According to Marconini (2006), it is not possible determine a priori if the agreements
signed by the United States, the European UnionJapdn have created more liberalization than
the results of WTO negotiations. In some casesaicesectors have been excluded, such as air
transport and audiovisual services, while in othieesscope of application in certain areas has been
limited. For example, movement of natural persoas been limited to “businesspersons”, while
GATS includes all categories of service supplidfmally, in other cases, certain sectors or
activities have been excluded by way of negotiagsgrvations (maritime transport and subfederal
and municipal measures). Fink and Molinuevo (20@&ch similar conclusions with regard to
services agreements signed by Asian countries.

In other regards, however, some agreements have femond the WTO provisions,
including in financial services or telecommunicascand even some disciplines of the maritime
transport sector (in the context of agreements tietgd by the European Union) (Pereira

3% Modes of supply are defined as: (i) cross bor@grconsumption abroad:; (i) commercial presenaeg (iv) presence of natural
persons.
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Goncalves and Stephanou, 2007; Saez, 2005b). Ales of origin applicable to service suppliers

appear to be more flexible than those agreed in @R Furthermore, agreements negotiated by the
United States and Japan in the area of investragiliCable to services established through
commercial presence) include stricter disciplinegdarms of performance requirements and the
prohibition to establish local-presence requiremasta condition for providing a service.

One of the main elements supplementing the dismpliregulating trade in services are the
schedules of commitments whereby the countriesddfose sectors and terms that will be subject
to the provisions on trade in services. The agret¢sneegotiated by the United States and Japan
include a larger number of disciplines, follow agatve-list approach (everything is included
except that which is expressly excluded), and atlaptlevel of commitments to the regulatory
status quo (consolidation); these agreements argidered more transparent and liberalizing than
the GATS model followed by the European Union. Aded above, however, the actual level of
liberalization is determined by the content of thghedules of commitment. In WTO, in the
subregional agreements like NAFTA, and in the afastioned bilateral agreements, liberalization
has been approached from a standpoint that haslysimaintained the prevailing regulatory
situation without achieving true liberalization tohde in services (Marconini, 2006; Saez, 2005b).
This has also been the objective achieved in ttee ¢ MERCOSUR, whereas the Andean
Community has tried to freeze the current situatiassuming a commitment to liberalization
supplemented by specific disciplines in certairt@sc Since this is a very recent developmens, it i
difficult to assess its effects.

Marconini (2006) discusses four aspects of the ipraws on domestic regulation that are
applicable to trade in services: transparency, ggmarnance, requirements and recognition. The
agreements negotiated by the United States anch Jsgsm to move towards transparency and
good governance, as they establish requiremendsinglto the drafting and the procedure for
adopting and applying rules, issues which are moressed in the agreements signed by the
European Union. As Saez (2005) points out, howenene of the agreements show progress
specifically in terms of reducing the costs invalhia rules and regulations that service suppliers
must comply with in order to be able to carry dwit activities. Nor do they clarify the conditions
under which domestic regulations might be considiésanecessary barriers to trade”, an issue that
is at the centre of the debate on trade in sendndgrade agreements.

The difficulties involved in addressing liberaliat of trade in services are closely related
to the regulatory changes that must be made, edonpolicy and the practical implications for
managing economic and development policies (Margpr2006; Saez, 2005). It is therefore
advisable to keep open the possibility of creatiegv regulations should the existing ones prove
inadequate and provided they are not challengecrutite dispute settlement system as being
contrary to the commitments assumed or as beingagssary barriers to trade. Another aspect that
should be considered is the degree to which thieedkepgolicies are aimed at discriminating against
foreign suppliers or to give the State an advantma service provider. Consequently, the most
direct repercussions may be seen in the type adfcypahstruments applied and their effect
(discrimination in favour of national suppliers) dathe degree of State participation in the
provision of services, either as a regulator ca direct supplier (Saez, 2005).

Both GATS and the aforementioned agreements, iim@uthose negotiated by the United
States, contain a number of mechanisms that emabiletries to define a priori the policy options
they wish to keep open. In other words, sovereigecigions concerning policies and instruments
are preserved, and the sectors affected, inclutli@dype of State participation in the activitye ar

40 Although these might be relevant only for thosentries that are not members of GATS, given thattiost-favoured-nation clause
requires all WTO members to receive equal treatment
41 For an analysis of the situation of trade agree¢ssigned in Asia see Fink & Molinuevo (2007).
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policy decisions that can be adequately addresstkicontext of international negotiations. What
is important is that governments should be ablel¢arly identify their policy objectives and the
tools to be used in achieving them.

B. Human capital, technology and quality

Other areas in which exports can be promoted aré&réining of skilled workers and the creation of
an environment in which investment and informatienhnologies are encouraged. Cooperation
between the public and private sectors is key tntiflying problems and formulating policy
proposals.

1. Human capital

The improvement of human capital, a key factomidid's success, is probably the most important
challenge facing Latin America and the Caribbeainr®y should be assigned to three areas. In the
first place, since many services require highlyletti personnel, the public and private sectors
should offer incentives for university-level ICT ggrammes, as well as training programmes,
especially for small and medium-sized enterprisesthermore, governments should ensure the
quality of technical education by requiring acctation at regular intervals. And finally, citizens
should be encouraged to learn English, the maiguiage of international trade, and the teaching of
mathematics and information technologies in secgnsighools should be improved.

2. Development of (information) technology and cert ification

An important step in promoting access to moderfofimation) technologies —including in the
telecommunications sector— is to improve regulajooiicies and competition so as to encourage
investment and guarantee high-quality services hat lowest possible cost. The increased
availability of broadband internet connections litates the sale of more complex electronic
services at the international level. Broadband golmg way towards promoting competitiveness
and productivity. Public policies should encourdgeth the supply of and the demand for
broadband, with special emphasis on small and mediged enterprises (Ueki, Tsuji and
Céarcamo, 2005). This can be done by eliminatingeducing import taxes and value added taxes
on IT equipment and related services. Another kesasure will be to encourage (micro)
entrepreneurs to use ICT by stepping up the dewmoap of e-government in the areas of
registration and transactions with the businessose®@lso, governments should strengthen
programmes aimed at raising awareness and traibirginesses in ICT-related subjects and
demonstrating the potential of ICTs for promotimgndvation and competitiveness. It must be
pointed out, however, that ICTs should not be atergid a goal in themselves but rather a means
of improving efficiency.

Exports of services can also be encouraged by gimghdifferent types of certification,
including quality standards for industrial produ@SO 9000). Such certification —which applies
to the processes by which services are providedharges quality and international credibility.
However, considerable resources are needed in daleobtain and maintain certification.
Governments and trade organizations in the prigaetor have an important role to play in
encouraging certification. Governments could sedoriiies for certain types of certification,
maintain their requirements and prevent them fragooming a barrier to trade. Certification
should be voluntary and only for a limited timeivBte trade associations could carry out special
activities for certifying the quality of differergervices and help entrepreneurs comply with the
international quality standards that are appliethemagement techniques, rationalization of costs
and quality control.
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Annex 1
TABLE A.1
CLASSIFICATION OF TRADE IN SERVICES
Main category Detail
Services:
Communications Post and courier activities
Telecommunications
Construction
Insurance Life insurance and pension funding
Freight insurance
Other direct insurance
Reinsurance
Auxiliary services to insurance
Computer and information services Computer services
Information services (news agency services), other information
provision services
Royalties and licence fees Franchises and similar rights
Other royalties and licence fees
Other business services Merchanting and other trade-related services
Operating leasing services
Miscellaneous business, professional and technical services
(including legal services, accounting, auditing; consulting,
advertising, research and development, waste management and
decontamination)
Excluded:
Transportation

Travel (including tourism)
Personal, cultural and recreational services
Government services

Source: International Monetary Fund (IMF), Balance of Payments Manual, Washington, D.C., 1993.
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FIGURE A.1

THE FOUR MODES OF SUPPLY FOR SERVICES IN INTERNATIONAL TRADE
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for Economic Co-operation and Development (OCDE).
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